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CHAI RPERSON JAMES: Wl l, thank you. M. DuChar ne,
t hank you so nmuch for being here today.

MR. DuCHARME: |Is that taking part of nmy tinme?

CHAI RPERSON JAMES: No, we'll start the clock now.

MR. DuCHARME: Thank you for having ne.

CHAI RPERSON JAMES: Thank you.

MR.  DuCHARME: Nevada has been involved in gam ng
regul ation in sone manner or form since gam ng was | egalized here
in 1931. Early regqulation anobunted to Ilittle nore than
collecting an annual tax or Ilicensing fee. The nodern era of
gam ng regul ation began in 1959 with the adoption of the Gam ng
the Control Act. The cornerstone of Nevada regulation is set
forth in the statutory statement of public policy concerning
gam ng.

That public policy states in part (a) the gamng
industry is vitally inportant to the econony of the state and the
general welfare of the inhabitants; (b) the continued growh and
success of gaming is dependent upon public confidence and trust
that |icensed ganming is conducted honestly and conpetitively and
gaming is free fromcrimnal and corruptive elenents; (c) public
confidence and trust can only be maintained by strict regulation
of al | per sons, | ocati ons, practices, associ ati ons, and
activities related to the operation of licensed gam ng
establ i shnents.

All of the gamng statutes and regulations are
directed towards these goals with two of the primary objectives
being (1) to ensure that the patron or player gets a fair and
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honest gane, and (2) that gross gamng revenues are properly
accounted for and all taxes are paid.

To achieve these goals and objectives while
regul ating over 2,600 |icensees including over 400 casinos of
w dely varying sizes, we rely heavily on a front | oaded |icensing
process and a continuing audit review for conpliance wth
internal control standards.

By this front |oaded licensing process | nean we
require the applicant to prove to the Board and the Comm ssion
that he or she is suitable prior to any involvenent in the
operation of a licensed gam ng establishment.

A portion of the statute governing suitability states
the burden of proving this qualification to receive any |icense
or to be found suitable is on the applicant. The applicant nust
prove he is a person of good character, honesty, and integrity
whose prior activities, crimnal record, reputation, habits and
associations do not pose a threat to the public interest or to
the affected regulation and control of gam ng; and he nust prove
t hat he has adequate business probity, confi dence, and
experience; and that the financing is adequate and from a
sui t abl e sour ce.

This suitability burden can sonetinmes be a daunting
task for an applicant especially when faced with trying to
di sprove a negative. Wile there is nothing magical or nystical
about our investigative process it is above all thorough and
former Chairman O Reilly had gone through the litany of requests
that we submt to the applicant to provide to us to have
reviewed, so | won't repeat that.
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| will note that many first tinme applicants are not

prepared for the tinme, noney, and attention to detail that these

i nvestigations require. Sone investigations have cost nore than

mllion dollars and taken nore than a year to conplete. The cost

of the investigation nust be paid by the applicant. And after

all that licensing decisions are at the sole discretion of the
Nevada Gam ng Comm ssion and are not subject to judicial review

Once licensed, gamng operators are subjected to a
continuing review by the audit division which conducts surprise
observation of critical procedures as well as a regular
schedul ed, conplete audits on all books, records, and conpliance
with internal control standards are exam ned.

QO her divisions within the Gami ng Control Board al so
nmoni tor gam ng conpliance around the state on a 24-hour basis.
Through the course of this continual conpliance review,
violations are discovered. Some are purposeful, sonme are
unintentional. A progressive discipline systemis generally used
for the nore commobn and |ess serious transgressions which are
nost often violations of internal controls.

A viol ati on deened nore serious and one which carries
a mnimm nandatory fine of $25,000.00 is any violation of
regulation 6(a). This so called anti-noney |aundering
regul ation. This Nevada regulation is enforced in lieu of Title
31 of the Federal Bank Secrecy Act and has reporting and record
keeping requirenments that are nore demanding than the federa
regul ati on.

There have been a nunber of violations and regul ation
6(a) discovered through the normal audit procedures and through
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participatory or sting type transactions by Board agents, and
while there have been a nunber of conplaints served and fines
i nposed ranging from the mnimum mandatory to $1 mllion; in no
instance did we find the Iicensee who had intentionally aided in
nmoney | aunderi ng.

| also wanted to nention the nunber of conplaints
that have been issued relative to mnors being permtted in
casinos. Since 1984 there have been nine such conplaints issued,
seven of which resulted in the inposition of a fine. The fines
| evied in these cases varied from $5, 000. 00 to $350, 000. 00.

The structure of the Gaming Control Board and Nevada
Gam ng Commi ssion is the cause of sone confusion and ny nother
has lived here for over 40 years and she doesn't know whether |'m
on the board or the Conm ssion.

We have a full tinme three nenber Gami ng Control Board
which is responsible for discharging and adnministrating the day
to day responsibilities of gam ng regulation through the efforts
of nore than 400 gam ng agents and staff.

The Nevada Gaming Commission is conprised of five
menbers who devote such time as necessary to be the final
authority on licensing and disciplinary matters and to pronul gate
regul ati ons that govern the conduct of gaming in the state.

The five Comm ssion nenbers and the three board
menbers are all appointed by the governor on a staggered basis
for fixed four year terns. No nore than three nenbers of the
Comm ssion may be of the political party and no nenber of the
board or the Commssion may engage in any political party
activities.
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This structure is intended to provide a stable
regul atory apparatus that can nmake i ndependent deci si ons based on
statutory guidelines.

The Gaming Control Act and the Gam ng Regul ations
have been anmended and refined many tines since 1959 and they w |
be further anmended and revised as industry and regul atory needs
demand.

In 1991 and 1992 when legalized gamng began to
expand to other states, many fact finding conmttees from these
energing jurisdictions cane to Nevada and New Jersey to determ ne
what style of gaming regulations suited their needs. Because of
an increasing demand on our agencies resources and the repeated
request for training assistance, the Gam ng Control Board in
conjunction with the International Gamng Institute at the
University of Nevada, Las Vegas began to develop a series of
training semnars for those enmerging gam ng jurisdictions.

The first three programs provided instruction for
audit agent, enforcenment agent, and the background investigator.
Since the first seminars in 1994 we have assisted in training
nore 1,000 gami ng agents and investigators in the United States
and around the world. At the sane time other jurisdictions were
exploring our regulatory structure, our ganmng |licensees were
exploring their opportunities in these new gam ng jurisdictions.

And, while we believe that nmany new jurisdictions
wer e devel opi ng an adequate regulatory structure, sone were not.
And in the case of cruise ship ganbling and apparently in South
Carolina, there was no regulatory oversight at all. In response
to this the Nevada |egislature enacted statutes to control the
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conduct of foreign gam ng and by that | mean any gam ng operation
that's conducted outside the state Nevada by a Nevada |icensee.

These foreign gamng statutes provided that any
violation of a foreign, federal, tribal, state, country, city, or
township law, regulation, ordinance, or rule governing the
conduct of gam ng shall also be a violation of the Nevada Gam ng
Control Act. Further, these Nevada |icensees involved in foreign
gam ng shall at a mninmum conduct their operation in accordance
wth the standards of honesty and integrity required for gam ng
in this state.

Governor Mller has negotiated six tribal gam ng
conpacts in the state of Nevada and each of these conpacts limts
tribal gaming to that which is permssible under this state's
Gam ng Control Act and Nevada Gam ng Regul ati on.

The problemin many other jurisdiction is that tribal
gam ng operations have exceeded the scope of gamng permtted
el sewhere within those state and in doing so they have exceeded
the state's capacity to adequately regulate those non-conform ng
oper at i ons.

In Nevada tribes subject thenselves to the sane high
standards of gamng regulation that are nmandated of non-tri bal
entities. The tribes rely on the state of Nevada to conduct
i nspections and other regulatory functions. This enables themto
assure their patrons that Nevada Tribal Gami ng opportunities are
not subject to sporadic or a |esser degree oversight. It would
put Tribal Gamng within Nevada at a conpetitive disadvantage if
the gam ng public thought these tribal gamng operations were
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governed by a weaker regulatory environnent than other gamng in
Nevada.

In conclusion, | nentioned in ny opening statenent
that it 1is recognized that the gamng industry is vitally
inportant to the econony of the state and the general welfare of
the inhabitants. Because of that the legislature has given the
Board and Conmm ssion broad powers to regulate what is considered
a privileged industry. The scope of the Gam ng Control Act and
t he Nevada Gam ng Conm ssion's regul ations are equal ly broad.

|'ve tried to address sone of the areas Dr. Kelly

indicated might be of interest to you. | thank you for this
opportunity and |I'lIl be happy to answer any questions you m ght
have.

CHAI RPERSON  JAMES: Thank you very nuch, M.
DuChar ne.
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